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SUBJECT: BACKGROUND STATEHENT ON U.S. EXPORT CONTROL 
POLICY FOR CHINA 

1. CONFIDENTIAL - ENTIRE TEXT. 

SUMMARY MO ACTION REQUEST. 0 U.S. STATEMENTS, 
PUBLIC AND PRIVATE, HAVE UNAMBIGUOUSLY DESCRIBED^ 
CHINESE LEADERS THE INTENT ANQ SCOPE OF THE U S 
OECISICH TO POSTPONE FURTHER I IIERALIZATIOH OF EXPORT 
CONTROLS FOR CHINA. SOnE CHINESE PURCHASERS OF U.S. 
TECHNOLOGY, HOWEVER, REMAIN CONFUSED ABOUT THE FULL 
IHPL (CATIONS OF OUR POLICY, WITH DETRIMENTAL EFFECTS 
FOR U.S. COMPETITIVENESS. IN OHE RECENT CASE, 
HEWLETT-PACKARD LOST A MAJOR CONTRACT IN PARt'dUE TO 
CH I N; if FEARS THAT HP WOULD NO LONGER BE ABLE TO OBTAIN 
THE NECESSARY EXPORT LICEN:E. HP BELIEVES ITS FRENCH 
COMPETITOR PLAYED ON CHINESE CONCERNS TO REVERSE AN 
EARLIER OECISICH IN HP'S FAVOR AM) WIN TK£ CONTRACT 
U.S. BUSINESSMEN MERE RECOGNIZE THE REASONS THAT 

Guio-: u.s. Export control policy, but arc uncertain 

ABOUT THE INTENT OF THE ADMINISTRATION'S DECISION TO 
POSPONE FURTHER LIBERALIZATION FOR THE TIME BEING 
THEY AR£ CONCERNED THAT THEY ARE BEING HURT BY MISIN- 
FORMATION OR A MISUNDERSTANDING SUGGESTING THAT THE 
U.S. HAS ROLLED BACH PREVIOUS LICENSING PROCEDURES 
AND APPROVAL LIMITS. TO COUNTERACT THIS, THE EMBASSY 
RECUESTS DEPARTMENT'S APPROVAL OF A BACKGROUND PAPER 
ISEE PARAGRAPH SEVEN BEIOWI, RESTATING U.S. EXPORT 
CONT40L POLICY FOR CHINA IN PREVIOUSLY-APPROVED 
LANG JAGE. END SUMMARY AND ACTION REOUEST, 

3. THE ADMINISTRATIONS OECISICH TO LINK FURTHER 
LIBERAL IZATION OF TECHNOLOGY EXPORT CONTROLS ON CHINA 
TO EVIDENCE THAT THE PRC HAS CURBED ITS AftnS SALES TO 
IRAN HAS BEEN REPEATEDLY STATED TO THE CHINESE IN BOTH 
PUBLIC AM3 PRIVATE SETTINGS, INCLUDING THE NOVEMBER 
VISIT OF UNCERSECRETARY ARMACOST. VE BELIEVE TH4T 
CEHT1U' GOVERNMENT OFFICIALS HAVE ACCEPTED OUR 
ASSURANCE; I80UT CONTINUED LONG-TERM U.S. SUPPORT FOR 
CHINA'S MODERNIZATION ANO NO CHANGE IN EXISTING EXPORT 
UCeiSllIC PROCEDURES, AND OUR EXPLANATIONS THAT THE 
PRESIDE OF CHiHESE-fiAOE WEAPONS IN THE GULF HAS 
SESIX31Y UKEMii'O POLITICAL SUPPORT IN CONGRESS 
AU3 THE AS-.ri.:TRaTICi FOR FURTHER RELAXATION OF 

rest*;::.:*;: c?i TecmtstciY tracer to chi-a. 

FOS t«c policvk-er:, the linage between TECH TRA\;?E« 

AM ARftS SALES IS EXPLICIT AND UNAMBIGUOUS. CHINA 
STILL MUST TAKE A NUftBER OF RELATED ACTIONS BEFORE 




4. IN THE MEANTIME, HOWEVER, WE ARE CONCERNED Ti 
OUR POLICY ON THIS ISSUE IS HOT FULLY UNDERSTOOD oi 
WORKING-LEVEL BUREAUCRATS ANO PURCHASING AGENTS FOR 
CHINESE END-USERS, NOR BY U.S. EXPORTERS, AND IS 
HAVING THE UNIHTENDEO EFFECT OF HAMPERING THE 
COMPETITIVENESS OF U.S. FIRMS HERE. SPECIFICALLY 
U.S. FIRMS REPORT THAT SOME CHINESE BUYERS ARE ' 
INCREASINGLY RELUCTANT TO CONSIOER U.S. OFFERS 
BECAUSE OF FEARS THAT THE OECISION TO POSTPONE FURTHER 
LIBERAL IZATION UIH MEAN IN PRACTICE A REDUCTION IN 
THE LEVEL OF TECHNOLOGY THAT THE U.S. IS WILLING 
10 SELL TO CHINA. IN ONE NOTABLE RECENT EXAMPLE, 
THE CHINA NATIONAL TECHNOLOGY IMPORT CORPORATION 
(CNncl OVERRULED A CHINESE END-USER'S DECISION TO BUY 
A COMPUTER SYSTEM FROM HEWLETT-PACKARD AIIQ AWARDED 
THE CONTRACT INSTEAD TO A FRENCH FIRfl, BULL. CNTIC 
ARGUED THAT IN LIGHT OF THE U.S. REACTION TO 
SILKWORM MISSILES IN THE GULF, HP WOULD BE UNABLE 
TO OBTAIN THE LICENSE WITHIN THE TIME AHOVEO EVEN 
THOUGH HP HAD PREVIOUSLY OBTAINED A LICENSE FOR 
SlftlLAR EQUIPS SOLO TO CNTIC. HP BELIEVES THAT 
ITS FRENCH COMPETITOR PLAYED ON CHINESE CONCERNS ABOUT 
U.S. POLICY TO TAKE THE CONTRACT AWAY FROM HP 
OESPITE ARGUMENTS THAT POSTPONEMENT OF LIBERALIZATION 
FOR CHINA HAO NOT AFFECTED CURRENT LICENSING POL ICY 
HP WAS UNABLE TO CONVINCE CNTIC THAT IT WOULD BE ' 
ABLE TO OBTAIN AN EXPORT LICENSE. 

1. SOME CHINESE BUYERS WHO UNDERSTAND OUR LIBERALIZATION 
POLICY MAY CYNICALLY USE THE RUMOR OF U.S. ROLLBACK TO 
EXTRACT CONCESSIONS FROM U.S. SUPPLIERS OR A3 AN EXCUSE 
TO TURN TO -•«:« SUPPLIERS. MANY U.S FIPMS HEP' 
HOWEVER. FEEL MISUNDERSTANDING OF THE INTENT AHD*SCO»E rfl 

1°;S7 0L,CY 13 * mZ : "' 0U3 **° "'D^flEAO PROBLEM £ 
ANO THAT MORE NEEDS TO BE DONE TO RAKE U.S. POLICY ^ 
UNAMBIGUOUSLY CLEAR TO THCIE MAftlNG PURCHASING O'ClSIOIS^ 
WILE U S. BUSINESSMAN RECOCN.IE THE REASONS BEHIND THE— 1^ „ 
LIBERAL IZATION PO^PO'IEMEHT. THIY FEAR FURTHER SLIPPAGE V ? 
IN THEIR COMPETITIVENESS UIILESS THEIR CHINESE COUNTER- 
PARTS ARE PRESENTED WITH EVIOEUE THAT LICENSING 
PROCEDURES AND APPROVAL LIMITS HAVE NOT PEGRES3E0 
ROGER SULLIVAN. CHAIRMAN OF THE NATIONAL COUNCIL ON 
U.S. -CHINA TRADE BROUGHT THIS ISSUE TO AMBASSADOR 
ICRD'S ATTENTION IN A RECENT LETTER, AND THE BEIJING 
OFFICE OF THE NCUSCT HAS EXPRESSED TO THE EMBASSY ITS 
CONCERN ON BEHALF CF U.S. BUSINESS. 
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6. EMBASSY COMMERCIAL AND ECOHCfllC OFFICERS HAVE 
VOLUNTEERED TO CALL CN CHINESE OFFICIALS AS NECESSAR/ 
TO SET THE RECORD STRAIGHT, BUT THIS EFFORT IS 
RESTRICTED BY TIME AND THE LAt|5£ tl'JffEER Of PRC 
OFFICIALS INVOLVED. TO PROVIDE fC=£ EFfFCTIVC MEA'IS 
FOR U.S. BUSINESSMEN TO REBUT FALSE STATEMENTS ON 
U.S. POL ICY, V£ BELIEVE * RESTATEMENT CF THAT POLICY 
IN THE FORM OF A BiSKCRCj^rq B .;r 3 „ pp'viCUSLY ' 
APPROVED STATEMENTS AMD PSESS CHi^UZZ WC'JLO BE 
USEFUL. WHILE W^ziZ I:,.; C fi=£ KUH M ftT L.Gt^L.M- 
TiON IS CONTINGENT Wi PRSS-iSS IN CURE'NG CO; 

SHiPrr.hrs re iram, -e cam cfper written evidence that 

THE,; HAS BEEN N3 SEDUC'ICi IN Tn£ LEVEL OF TECH* 
NOlO'.f APPROVED FO* SALE TO China. THE EtC>GR""MER 
WJIO EE SCOE AVIUICLE f 0 tf. S. CC-ri^ >N ^ 

1s?t *~ * : '*'** : e:r. ir-.cas w ti 3i;?-is--^ 

■DISECIl* K ?c; cf*'::alC Br T«E E"B:'.:v Ni*..s-[," 
IF A3CE0. W£ WILL E-KASHE THCT T«: E«l,VW1 ' 
REPRESENTS NO CHANGE IN CUffENT U.S. POLICY. W 
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PI Of OS ID TEXT, TO IE ISSUED ON EMlASSY LETTERKEAO, 
AffCMS IELOU. 

7. tECIM TEXT. 

U.S. COVf >Nft£ NT rot ICY 0* EXPORT CONTROLS FOR CHINA 

suistantial progress ha: iccn woe since ism in 
uieui iihc u.s. restrictions on advanced technology 

tXPORTS TO CHINA. THE RANGE OF TECHNOLOGY SUIJECT TO 
LIIERAIIZEO TREATMENT has ieek EXPANOEO, while LICENSE 
PROCESSING TIRES HAVE SEEN SUISTANTI ALLY REDUCED. A! 
A RESULT, U.S. EXPORT LICENSE APPROVALS FOR CHINA MAE 
THAN TRIPLEO IETUCEN ltU ANO 1116, 



RECENTLY, DUE TO AN INCREASE IN TENSIONS IN THE PERSIAN 
WLF KttlTIK FROfl (DAN'S USE OF CHINESE-ORIGIN 
VCAPONS AGAINST NEUTRAL SHIPPING AND OTHER TARGETS, 
THE U.S. OECIDED TO POSTPONE REVIEW OF FURTHER EXPORT 
CONTROL LIIERALIZATION FOR CHINA. AS PRESIDENT 
REAGAN'S PREVIOUS STATEMENTS AND OUR PAST RECORD 
DEMONSTRATE, THE U.S. IS COflfllTTEO TO THE LIIERALIZATION 
PROCESS, AND WI EXPECT TO PROCEEO UITN FURTHER EASING 
Of RESTRICTIONS AT AH APPROPRIATE TIME. THE PACE ANO 
TIMING, OF LIIERALIZATION Wat VART, AS IT HAS IN THE 
PAST. 



IN THE MEANTIME, THE U.S. OSES NOT INTEND TO REDUCE THE 
HOlUME OR TECHNOLOGICAL LEVEL Of PRODUCTS AVAILABLE TO 
CHINA UNOER EXISTING LICENSING PROCEDURES, MEASURES 
•LREAOY ADOPTED TO I ItEAALIZE REGULATIONS GOVERNING 
U.S. EXPORT CONTROLS WILL HOT IC AFFECTED IY OUR RECENT 
OECISION TO POSTPONE FURTHER LIIERALIZATION. 

END TEXT. 

I. ACTION REC'JESTEO: PLEASE PROVIDE DEPARTMENT 
CONCURRENCE VITH THE CONTENT OF THE PROPOSED IACX- 
CROUNOEB AND VITH EMBASSY REQUEST TO ISSUE THE l*CK- 
GAO'WJCR TO U.S. COMPANIES IN CHINA. ASSUMING 
DEPARTMENT CONCURRENCE, WE SUGGEST THE DEPARTMENT 
MAY UlCH TO HAKE THIS STATEMEHT AVAILAIlf TO ROGER 
SULLIVAN AT THE NATIONAL COUNCIL ON U.S. -CHINA TRADE. 
LOAD 
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